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Preface
This MAS practice aid is one in a series devoted to the management
advisory services most often provided to a CPA’s small business clients.
Even though the same services may also be provided to large clients,
practitioners’ experience indicates that providing advice and assistance
to small, closely held businesses often involves considerations different
from those involved in similar engagements for larger businesses. Small
businesses frequently do not have or do not need the breadth of financial
and accounting expertise present in larger businesses. Hence, the nature
and depth of the data gathering and analysis to be done by the practi
tioner in services provided to small and large businesses may differ. Most
important, the personal plans, finances, and desires of the small business
owner may have a significant impact on current and future operations of
a small business, and the practitioner must take them into consideration
when providing advice and assistance.
MAS small business consulting practice aids do not purport to include
everything a practitioner needs to know or do to undertake a specific
type of service. Furthermore, engagement circumstances differ, and,
therefore, the practitioner’s professional judgment may cause him to con
clude that the approach described in a particular practice aid is not
appropriate.
For members employed in industry and government, MAS small busi
ness consulting practice aids contain information that may be useful in
providing internal advice and assistance to management.
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Scope of This Practice Aid
Cash management involves forecasting, receiving, controlling, disburs
ing, and investing funds from the operations of a business organization,
as well as evaluating an organization’s internal cash procedures and
banking relations. The goals are to max mize cash inflow, minimize cash
outflow, optimize borrowing terms, and maximize the yield on idle funds
to a degree consistent with the risk that management is willing to assume.
In essence, cash management seeks to make less cash do more work.
The benefits will be improved liquidity and increased profits.
This practice aid contains information to assist practitioners in eval
uating and improving a client’s current cash management practices and
formulating new or revised practices and strategies. It covers the following
aspects of cash management engagements:
•
•
•
•
•

Selecting prospective clients that need cash management services
Marketing the services
Identifying problems
Documenting findings and determining their significance
Deciding whether to comment on the findings and report the com
ments to the client
• Developing recommendations

The practitioner usually concludes the engagement with a written
communication to the client, which defines problem areas and recom
mends opportunities for improvement. (Exhibit B-3 in appendix B is an
illustrative report.) The practitioner may want to consider an additional
engagement to implement and follow up recommendations. Involvement
in implementation increases the likelihood of successful action on the
recommendations.
This practice aid also contains a sample cash management ques
tionnaire (in appendix B, exhibit B-1), which the practitioner may use to
analyze cash procedures and identify problem areas. The questions are
not all-inclusive, and the practitioner may wish to develop an alternative
questionnaire that pinpoints the needs of specific clients.
This practice aid does not exhaustively examine any specific area,
and some of the information found here also appears in other practice
aids. This aid should not be interpreted as setting standards for providing
cash management assistance. Many of the activities discussed may not
always have to be performed, because the practitioner may already have
degrees of knowledge about a client’s business and will know how to
resolve certain cash management problems.
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Marketing Cash Management
Engagements
Cash management marketing programs need to be well thought out, well
organized, and put into writing. If other members of the practitioner’s firm
support the marketing concept, it will enhance the chances of acquiring
engagements. Some marketing techniques that CPA firms use include
the following:
• Identify existing clients who need cash management engagements.
• Publicize cash management services and benefits via articles in firm
newsletters and other publications or through separate mailings.
• Conduct seminars to help participants identify their cash management
weaknesses. This activity may include distributing self-scoring ques
tionnaires similar to the sample in appendix B, exhibit B-1.
• Hold individual client meetings to introduce firm members who have
cash management experience and competence.
• Speak about cash management to trade associations and other
groups.

Engagement Scope
Reaching an Engagement Understanding
After the practitioner has agreed to assist the client,1 the parties need to
reach an initial understanding about services, including the objective,
scope, and conduct of the cash management engagement. The practi
tioner communicates to the client, preferably in writing, the services to
be rendered, the manner in which they will be performed, and the esti
mated cost.2 The practitioner may do the following in the engagement
understanding:
• Describe the request for services and the preliminary survey.
• Identify the client’s need for service.
• Cite the potential benefits of the proposed service.

1. See appendix A for points to consider in accepting a client.
2. See “ Understanding With Client in MAS Engagements,” in Statement on Standards for
Management Advisory Services (SSMAS) No. 2, MAS Engagements (New York: AICPA,
1982).
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• Explain the scope of services to be provided (usually a phase-byphase analysis of how the services will be performed, feedback to
the client on the engagement’s progress, and a statement of client
responsibilities).
• Identify the practitioner’s personnel assigned to the engagement.
• Identify the client liaison (from management) for the engagement.
• Explain the cost of services, including the manner of billing and ex
pected payment.
• Refer to the report the client will receive, including the anticipated
delivery date.
Exhibit B-2 in appendix B is a sample engagement letter.

Developing an Engagement Work Plan
After obtaining approval for the engagement, the practitioner can com
plete the engagement work plan. The plan is initially directed toward the
areas that either concern the client most or offer the greatest potential
rewards. These might include increased cash flow, higher interest earned,
reduced borrowing costs, or increased purchase discounts. Usually
based on information gathered in the preliminary survey (if one was con
ducted), the plan contains the names of consulting and client personnel
to be involved, as well as their respective roles in the project and a
schedule of activities, including estimated completion times.
Cooperation between the client and practitioner is essential to suc
cessfully complete the engagement. A positive attitude from the client
personnel will typically improve the manner in which the practitioner’s
recommendations are accepted and adopted. Therefore, it is important
that the practitioner consider the work schedules and commitments of
client personnel designated to assist in the engagement.
Although there is no universal guide for areas to study in a cash
management engagement, some client procedures usually reviewed are
as follows:
•
•
•
•
•
•
•
•
•

Banking
Billing and collection
Purchasing
Disbursements
Budgeting
Forecasting
Investing
Borrowing
Managerial controls

These and other topics are further developed in the sample questionnaire,
exhibit B-1 in appendix B.
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Engagement Approach
Gathering and Reviewing Information
The practitioner briefly studies the company’s history to learn about its
cash management activities and any previous assistance in this area.
Part of the study involves reviewing the company’s financial statements
and budgets and preparing ratios, such as the following:
•
•
•
•
•
•
•
•
•
•

Average collection period
Outstanding accounts receivable as a percentage of total revenue
Inventory turnover
Inventory to current assets
Current assets to current liabilities
Quick ratio
Current liabilities to tangible net worth
Total debt to equity
Net profit on sales
Days of unbilled sales in accounts receivable department

After developing these ratios, the practitioner compares them to industry
norms3 and may consider using other ratios if they are unique to the
client’s industry.
The practitioner continues the study by obtaining an organization chart
from the client or, if none is available, having one prepared. To document
areas of responsibility and reporting relationships, the practitioner inter
views key personnel, determining their present duties and functions and
addressing the issue of existing internal controls, particularly in the cash
areas.
To review the present accounting system, the practitioner prepares
a flowchart that provides information about cash handling procedures.
To study customers’ locations, individual volumes of business, and other
relevant information, the practitioner obtains the client’s customer list,
along with an aged accounts receivable report. When appropriate, the
practitioner then completes a questionnaire similar to the sample, exhibit
B-1 in appendix B.
The practitioner does not need to perform all these procedures in
every engagement, particularly if he or she has prior knowledge of the
client’s operations.

3. Refer to MAS Technical Consulting Practice Aid No. 3, Financial Ratio Analysis (New
York: AICPA, 1983).
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Conferring With the Client
Maintaining an open line of communication with the client is important.
For example, if the practitioner discovers significant items affecting the
cash management program early on, such knowledge could alter the
direction of or plan for the engagement. In addition, the practitioner may
be able to recommend short-term changes and improvements for im
mediate implementation and benefit.
In communicating with the client after completing the preliminary
study, the practitioner analyzes and summarizes the results and, gen
erally, reviews them in a meeting. At this time the practitioner may identify
additional problem areas and confirm problems already spotted, deter
mined to be nonexistent, or identified as not cost-effective for study.
During the meeting, the practitioner discusses forecasting cash flow,
analyzing cash inflow, analyzing cash disbursements, and investing cash.

Forecasting Cash Flow
Cash flow forecasts4 provide important data for estimating cash require
ments or for investing idle funds. As used in this practice aid, the term
idle funds means money that is available in checking or savings accounts
but not needed for day-to-day financial transactions. Cash flow forecasts,
which can be prepared either manually or by computer using existing or
customized software, calculate cash expenditures over the company’s
forecast periods.
To forecast cash flow, the practitioner needs three types of informa
tion— cash on hand, expected cash disbursements, and expected cash
receipts. If the client uses centralized cash management, which gener
ates only one bank statement, the practitioner can easily determine cash
on hand. If the client uses another method, then the practitioner needs
to survey each division or unit.
To calculate disbursements, the practitioner examines expenditures,
such as the following:
•
•
•
•
•
•

Payroll
Materiel purchases
Supplies and services
Taxes
Dividends and interest
Debt payments

4. Refer to the AICPA Statement on Standards for Accountants’ Services on Prospective
Financial Information, Financial Forecasts and Projections, if the practitioner will assist in
preparing the prospective financial information.
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• Employee benefits
• Capital acquisitions
The practitioner determines how much the client will spend for each of
these categories and when payments will be made. To estimate cash
receipts, the practitioner reviews sales of goods or services, sales of
assets, and sales of capital stock or securities.
Cash flow forecasts can be short-term, for a year, or long-term, for
up to five years, depending on the client’s needs. For example, if the
client needs to balance receipts and disbursements on a daily or monthly
basis, the practitioner may use short-term forecasting and determine that
the client needs a short-term loan. If, on the other hand, the client’s
business plan calls for expansion and the client therefore needs long
term financing, the practitioner can use long-term forecasting.

Analyzing Cash Inflow
One major objective of cash management is to maximize cash inflow,
which generally involves improving the client’s billing and collection pro
cedures for the sale of goods or services. The practitioner also addresses
deposit of funds.
Billing Schedule
The practitioner first analyzes billing procedures. A company needs to
prepare invoices and send them out to customers as soon as practical.
However, in a number of situations, advance payments and progress
billings are desirable, especially for new customers, special orders, and
customers with doubtful credit standing. Additionally, if the company
provides materials and service over an extended period of time, it needs
to arrange for progress billings.
The time of the month a customer receives an invoice is also important.
For example, many businesses operate with a regular predetermined
payment schedule. When such businesses are customers of the client,
it is not good business practice for the client to mail customer invoices
on the last day of the month if these customers’ cutoff date for payment
of invoices is the twenty-fifth day of the month. But if customers receive
invoices on the twentieth day of the month, the client can expect timely
payment and avoid a month’s delay. It is good policy to include all invoices
with the shipment of goods or to present them to customers at the time
of sale. The earlier the customer has the invoice, the earlier the client
can expect the payment.
The practitioner studies the advisability of either mailing monthly state
ments to customers or billing them at the time of the transaction. The
client can consider a policy of sending payment reminders to slow-paying
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customers or including special reminders on past-due accounts. As
sessing service charges can also encourage prompt payments from cus
tomers. If adopted, this policy generally requires notifying customers at
the time of invoicing that late payments will accrue service charges.
Early Payment Discounts
The client may offer customers discounts for early payments (a reduced
rate for paying before a designated date). The practitioner needs to review
any such discount policies, with particular attention to customer payment
terms—that is, rates and time periods. The practitioner analyzes the dis
count policy to determine if it is effective in speeding up collections, too
limited to encourage early payment, or more liberal than necessary. When
considering discount policies, both the client and practitioner need to be
aware of standard practices in the industry.
Credit and Collection Procedures
The client needs to institute credit policies and communicate them to its
customers and personnel. Such policies are most effective when they
are in writing. Equally important is an aggressive collection policy that is
consistently enforced, with concentrated efforts toward identifying and
collecting from delinquent accounts. The practitioner prepares a timely
aged trial balance of accounts receivable, which is essential to the col
lection process.
Some effective credit and collection procedures are as follows:
• Highlight delinquent accounts on the aged trial balance of accounts.
• Place personal telephone collection calls to customers.
• Obtain definite commitments from customers about dates and
amounts of payments.
• Initiate follow-up and immediate action if customers do not honor
payment commitments.
The client can also collect funds on a timely basis by allowing customers
to make payments using major credit cards. Accepting credit cards ba
sically converts charge sales into cash sales. However, the practitioner
needs to evaluate the cost benefit of this approach, because banks
charge a fee when they deposit credit card funds to sellers’ accounts.
Deposit of Cash Receipts
Timeliness in depositing cash receipts is important. The sooner payments
are deposited, the sooner cash will be available. The deposit process
should not be delayed for bookkeeping purposes, as such information
may be taken and recorded from deposit slips or remittance notifications.
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Many banks use an early afternoon cutoff time for crediting deposits—
for example, deposits made after 2:00 p.m . are often credited on the
following banking day. Thus, use of the funds could be lost for one day
simply by delaying the daily deposit a few hours.
To aid in the acceleration of cash inflow for companies with branch
offices spread out over a wide area, concentration banking may be useful.
Under this system, customers are requested to make remittances to the
company branch office in their area. Company personnel then make
deposits at the local bank, which in turn uses electronic bank transfers
to the home-office bank.
An alternative method used for depositing (and collecting) funds is
the lockbox system, whereby customers mail their remittances directly
to a special post office box that is opened several times daily by bank
personnel. All payments are deposited immediately, eliminating the time
the company requires to receive and process incoming checks and make
deposits. The bank then prepares collection information and forwards it
to the location where the company maintains its accounting records.
Since the lockbox system is usually regional, the geographic location
of the lockboxes is extremely important. Some factors to consider are
customer locations, Federal Reserve Bank locations, the reliability of the
local postal system, and bank charges for the service.
Before deciding whether to recommend either concentration banking
or a lockbox system, the practitioner needs to prepare a cost analysis to
determine how cost-effective each service will be.
Another technique that the client can use to speed up cash collections
is depositing preauthorized checks from customers. Under this system,
customers authorize their banks to charge their accounts periodically for
a set amount, and the banks transfer the funds into the client’s account.

Analyzing Cash Disbursements
Another major objective of cash management is controlling cash dis
bursements, which generally involves paying bills in a manner that max
imizes the availability of cash.
Disbursement Schedule
One of the basic factors in controlling cash outflow is timing payments
to maximize the client’s use of funds while maintaining good vendor
relations. For example, some companies pay their bills on a rigid semi
monthly schedule. They will pay all bills received even if the due date is
well beyond the payment date. In such cases, it is usually worthwhile to
make an exception to the regular payment practice and pay that particular
bill on its exact due date. Many banks offer a controlled disbursement
account, which allows the bank to write checks on designated dates to
maximize the availability of funds.
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Disbursement Reductions
General reduction of operating costs will almost always reduce the dis
bursements outflow. Therefore, the practitioner examines all significant
costs to determine the various areas in which savings may be effected—
for example, personnel, (high-cost) inventory, and general overhead.
Early Payment Discounts
It may not be good policy to make early payments simply because a
discount is offered. Management needs to consider if the discount terms
offered are attractive in relation to the company’s present cash and debt
position. The practitioner can help by computing the potential savings
and true interest rate.
Zero-Balance Accounts
Some banks offer the zero-balance account (ZBA). The ZBA never has
a positive book balance. It is used in conjunction with an interest-bearing
general account in which funds are accumulated. The required funds are
automatically transferred from the interest-bearing general account to the
ZBA whenever a check is presented for payment.
As part of the ZBA system, all money is deposited to the general
account, with all disbursements passing through it, thus enabling man
agement to have full knowledge of the company’s cash position at all
times. The ZBA also eliminates the need for the company to maintain
balances in separate accounts and idle balances.
Inventory and Purchasing Policies
The practitioner needs to study the client’s inventory and purchasing
policies to determine whether the company is maintaining proper inven
tory levels and has adopted the most cost-effective purchasing proce
dures.5 Many companies have learned in the last several years to
generate savings by demanding tight delivery schedules and obtaining
liberal payment terms from suppliers.
Impact of Tax
The practitioner reviews tax regulations to determine their effect on the
outflow of funds. Applicable tax planning techniques can reduce or defer
tax payments until later periods.

5. For additional information on effective inventory control procedures, see MAS Small
Business Consulting Practice Aid No. 4, Effective Inventory Management for Small Manu
facturing Clients (New York: AICPA, 1985).
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Investing Cash
The final major objective of cash management is to invest idle funds.
Such investing in appropriate instruments earning interest or dividends
may have a dramatic impact on a company’s net income. The length of
time funds can be invested is very important in selecting appropriate
investments.
Selecting Investment Institutions and Instruments
To cultivate a good working relationship with the company’s principal
bank, management can consider investing in that bank’s certificates of
deposit (CDs) rather than in outside sources. When applying for a loan,
the company may use this as a reason to ask for a more favorable interest
rate. Management needs to balance the practice against the probability
of borrowing. A cash flow forecast will help both the practitioner and client
decide on the most desirable investment instruments.
Some banks provide sweep accounts, which are operating, noninterest-bearing checking accounts used in conjunction with money mar
ket accounts. Any balance over zero (or a predetermined amount to avoid
service charges or to meet compensating balance requirements) is
“ swept” daily into either the money market account, as a short-term in
vestment, or other applicable investment instruments.
Alternatives to investing through a bank are establishing a working
relationship with a brokerage house or handling investments in-house.
Regardless of how investments are made, it is advisable for the company
to have a written investment policy providing guidelines on the types of
eligible investments, limits on the amount of investments, and the insti
tutions with which transactions should be made.
Many types of instruments are available for investing idle funds, and
opportunities are always changing. When considering long or short-term
investment possibilities, the practitioner needs to make liquidity his great
est concern. For investment opportunities discussed in the remainder of
this practice aid, the practitioner needs to research them before rec
ommending them to a client. They are not exhaustive, and others may
be more appropriate for specific clients.
U.S. Government Securities
As direct obligations of the U.S. government, consisting of U.S. Treasury
bills, notes, bonds, and federal agency issues, U.S. government secu
rities are probably one of the safest and most liquid investments available.
Income from U.S. Treasury bills, notes, and bonds is subject to federal
income tax but is exempt from state income taxes.
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U.S. Treasury bills are sold in denominations of $10,000 to $1 million and
mature in three to twelve months. These instruments pay no set interest;
instead, they are sold at a discount and mature at face value. Thus, the
return is based on the amount of the discount at the time of purchase.
The discount rate for U.S. Treasury bills is not always the true interest
rate and should be converted for comparison to yields from coupon
investments.
Treasury notes are classified as intermediate-term debt, issued in de
nominations of $5,000 to more than $1 million and mature in one to seven
years.
Treasury bonds are classified as long-term debt, issued in denomina
tions of $1,000 to $1 million, and mature in more than five years from the
date of issue.
Federal agency issues are debt obligations of U.S. government federal
agencies but not always guaranteed by the U.S. government. These
instruments are available in a variety of denominations and their maturities
range from a few days to more than ten years. Most of these securities,
except for Federal National Mortgage Association (FNMA) issues, are
generally exempt from state and local taxes.
Other Issues
Negotiable certificates of deposit are marketable receipts representing
funds deposited in a bank for a fixed period of time, usually offered in
amounts of $100,000 or more, and called jumbos. Rates vary according
to denomination and term.
Commercial paper consists of unsecured promissory notes issued by
large, established companies. The yield on such an investment is usually
higher than that on CDs because the funds are not insured by the Federal
Deposit Insurance Corporation (FDIC).
Repurchase agreements are arrangements whereby a bank or security
dealer sells a specific portfolio of marketable securities to a business
organization and agrees to repurchase the securities at a specified price
and time. This type of arrangement is generally used for large sums of
money and for a relatively short period of time.
Mutual funds are portfolios of marketable securities. Shares can be easily
purchased and are quite liquid. The yields are usually higher than those
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obtainable from many other marketable securities. Some mutual funds
may qualify for special tax treatment.
Bank money market funds are money market funds offered through com
mercial banks. Although they provide liquidity, their yields are typically
lower than that of money market mutual funds.
Municipal securities are debt instruments of state and local governments
that are exempt from federal taxes and usually have a lower yield than
U.S. securities. They are generally unsuitable for inclusion in a company’s
marketable securities portfolio because of their limited liquidity and their
maturities, which are often more than ten years.

Conclusion
With guidelines and procedures in place, the complexities of a company’s
cash management function can be greatly reduced and simplified. The
most important elements of a cash management program lie in the com
pany’s policies and procedures. When these are combined with good
banking services, a company can realize optimum cash flow.
The final report to the client (see appendix B) summarizes information
that the practitioner has learned from company personnel, together with
findings and recommendations.
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APPENDIX A

Client Acceptance Considerations
To determine whether to undertake an engagement, a practitioner may wish to
review the circumstances of a prospective client’s request. In initial discussions
with a prospective client, the practitioner might learn pertinent information by
asking the following questions:
• Who referred the prospective client?
• Has the prospective client previously engaged an accountant, and if so, why
is a new one being sought?
• Does the prospective client want to establish a continuing relationship with
the practitioner, or is this a one-time-only request for assistance?
• How long has the client been in business?
• What is the nature of the client’s current business?
• Who are the owners/partners?
• What is the financial history of the current business?
• Does the management team have the experience or education to make the
business successful?
• With whom does the client bank?
• What has been the client’s previous experience with this type of service?
• Does it appear that the client would be inclined to implement recommen
dations9
In deciding whether to accept the engagement, the practitioner needs to
consider these additional points:
• Would accepting the client be in keeping with professional standards and
with the practitioner’s policies?
• Does it appear that the practitioner can help the client in a cost-effective
manner?
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APPENDIX B

Sample Forms and Letters
Exhibit B-1

Sample Cash Management Questionnaire
Part 1— Preliminary Survey
General
1. Has a member of management been designated as responsible for the cash
management function?
2. Does the accounting system promote an effective and efficient cash man
agement system?
3. Does the organization have a short-term cash forecasting system, including
daily and weekly forecasts?
Receipts
4. Are deposits made at least daily (preferably prior to the time the bank enters
credit the following day)?
5. Are deposits made intact?
6. Do the customary internal controls on cash, such as separation of duties,
seem to exist?
7. Are returns and allowances controlled?
Accounts Receivable and Collections
8. Is a credit analysis on prospective customers made?
9. Is a credit limit established for each customer?
10. Are monthly statements sent to customers?
11. Are cash discounts offered? If so, are they effective and are they monitored
for timely payment?
12. Are procedures in place to collect past-due accounts?
13. Are interest or late charges assessed on past-due accounts?
14. Are detailed accounts receivable and bank accounts reconciled on a timely
basis?
Accounts Payable
15. Are the best terms secured for all purchases?
16. Are available purchase discounts taken when economically appropriate?
Disbursements
17. Are unnecessary advances (such as those to salespeople) discouraged?
18. Are bills properly approved before payment?
Fixed Assets and Other Expenditures
19. Is there an operating budget, and is it in use?
20. Is there a capital budget?
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Banking and Investments
21. Are average daily balances in the checking accounts kept to a minimum,
with most of the funds in an interest-bearing account or other appropriate
investment?
22. Are the number of bank accounts kept to a minimum?
Long-Range Planning
23. Has the company prepared long-range forecasts or projections?

Part 2—General Fact-finding
General
1. Are life insurance policies reviewed to determine available cash loan values?
2. Are idle assets, such as obsolete inventory or equipment, converted into
cash?
3. Can cash flow be improved by increasing production?
Bank Accounts
4. Is there a central record of all checking and saving accounts?
5. Does the company use a bank’s cash management services? (If yes, review
the services for terms favorable to the company.)
6. Is there sufficient data on amounts in transit and float amounts?
7. Does the company periodically request an account analysis from the bank?
8. Has the company compared the cost of paying for banking services through
fees as opposed to compensating balances?
Receipts
9. Are cash receipts deposited and recorded promptly?
10. Are deposits made to coincide with same-day bank recording?
11. Has the company considered a lockbox system? (If yes, review the system
for maximum efficiency.)
12. Do banks provide instant credit for charge cards?
Accounts Receivable and Collections
13. Are invoices prepared frequently, daily, weekly, or as shipped, if practical?
14. Are credit policies in writing? Are they followed by company personnel? Have
they been clearly communicated to customers?
15. Is there proper follow-up for overdue payments, such as phone calls, collec
tion letters, and review of payment commitments?
16. Are old accounts turned over for collection?
Accounts Payable
17. Are extended payment terms aggressively sought from suppliers?
18. Is a schedule prepared and updated for the systematic payment of invoices?
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Disbursements
19. Are vendor payments held the maximum amount of time allowable while still
protecting the company’s credit standing?
20. Has the company considered using a controlled disbursement account to
gain more float on checks?
21. Has the company considered using zero-balance accounts for disburse
ments?
22. Is there a policy requiring special authorization for expenditures over a set
amount?
23. Are discretionary purchases kept to a minimum?
24. Are goods and services paid for before or after they are received?
25. To avoid duplicate payment, are bills stamped or otherwise marked when
paid?
26. Are bills paid by invoice rather than by statement?
Borrowing and Investments
27. Does the company have a written statement of investment policies and
strategy?
28. Does the company maintain a central record of all investments?
29. Has the company arranged formal banking agreements or credit?
30. Are investments of idle funds monitored regularly to ensure an adequate
return on investment?
31. Are existing loans regularly compared to alternative financing sources?
32. Has prepayment of existing loans been considered?
33. Does the company know the rate of return on its investments?
34. Does the company know its cost of capital?
Long-Range Planning
35. Does the company have a long-range plan relative to its cash requirements,
including goals for liquidity, sources, and amount of debt and equity capital?
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Exhibit B-2

Sample Engagement Letter
Foley and Monte, CPAs
20 Center Street
Sunnyville, California 11300
July 1, 19XX
Mr. Robert Johnson, President
Johnson Products Co.
1245 45th Street
Anytown, USA
Dear Mr. Johnson:
This letter outlines our understanding of the arrangements we made in your
office yesterday about the cash management practices of Johnson Products Co.
Scope of Work/Objectives and Benefits
We will review your cash management policies, including banking practices,
billing and collection policies, cash disbursements, and other related procedures.
The goal of this engagement is to develop recommendations to (1) maximize
cash inflow, (2) minimize cash outflow, and (3) maximize the yield on idle funds.
The tangible benefits of this engagement should be improved liquidity and in
creased profits. Intangible benefits should include a better understanding of
company objectives by company personnel involved in the study.
Roles
To provide an effective framework for this engagement, both parties must
have a clear understanding of their respective roles. Our role encompasses the
following:
• Review the history of the company.
• Analyze the financial statements and budgets of the company and prepare
appropriate ratio analyses.
• Prepare a flowchart of cash procedures.
• Prepare an organization chart or review an existing chart.
• Analyze customer and supplier lists.
•
•
•
•

Meet with you to discuss our preliminary findings.
Investigate problem areas identified.
Develop our recommendations.
Report our recommendations to you.
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Your role encompasses the following:
• Provide financial records and other data that we may request.
• Make your personnel available for interviews and conferences.
• Make timely decisions on various aspects of this engagement as it pro
gresses.
• Assist our staff in developing the goals and objectives necessary to improve
the management of cash.
Our role is essentially one of investigating, evaluating, and advising; while we
exert our best effort, we offer no assurance that the company’s cash position will
dramatically improve. If at any time it becomes clear that continuing the en
gagement may not be cost-effective, we will discuss this situation with you.
Personnel
Jeff James of our staff will direct our activities in this engagement. We un
derstand that Earl Murray of your management group will serve as liaison with
your organization.
Timing and Duration
We are beginning work on this engagement immediately and expect to com
plete it in approximately two weeks. This timetable assumes adequate cooper
ation by your personnel and the ready availability of information required to
prepare various documents for the engagement.
Engagement Completion
We shall consider the engagement complete when we have presented and
discussed our final report with you. If you should wish assistance in implementing
our recommendations, we would be pleased to work with you.
If, during the engagement, either of us becomes aware of facts or circum
stances that would preclude a successful conclusion, one party may terminate
the engagement by notifying the other party in writing.
Fees and Payments
We base our fees on time expended at our standard hourly rates. Any outof-pocket expenses will be billed in addition to our fees. Normally we issue
invoices monthly as fees and expenses are incurred. Our invoices are payable
upon receipt.
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Conclusion
If this letter agrees with your understanding of the services we will perform
for Johnson Products Co., please sign it and return one copy to us. If any part
of this letter differs from your understanding of this engagement, please notify
us at once so that we can establish a proper mutual understanding. We appre
ciate this opportunity to serve Johnson Products Co. and look forward to a mu
tually rewarding association.
Sincerely,

Fred Byron, CPA
Foley and Monte, CPAs
Accepted by______________________
Robert Johnson
President, Johnson Products Co.
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Exhibit B-3

Sample Final Report
Foley and Monte, CPAs
20 Center Street
Sunnyville, California 11300
July 15, 19XX
Mr. Robert Johnson, President
Johnson Products Co.
1245 45th Street
Anytown, USA
Dear Mr. Johnson:
We have completed our study of your cash management policies and prac
tices as set forth in our engagement letter of July 1, 19XX. Our findings and
recommendations are as follows:
Billing, Credit, and Collection
Finding 1

Too many customers are paying invoices after the due date.

Recommendation

Establish incentives for prompt payment, such as early pay
ment discounts. Clearly state payment terms on invoices.

Finding 2

Billing is generally not completed until the end of the month
or later.

Recommendation

Forward shipping documents to the billing department daily.
Prepare and mail invoices as soon as possible thereafter.

Finding 3

Collection problems are resolved slowly because no one in
the credit and collections department has decision-making
authority in this area.

Recommendation

Assign overall responsibility for credit and collections to one
person within the department.

Finding 4

Credit and collection policies are not in writing. Therefore,
personnel have no guidelines to follow and are ineffective
and inconsistent in their dealings with customers.

Recommendation

Have the credit and collections manager develop and main
tain a credit and collections policy manual.

Branch-Office Bank Accounts
Finding 1
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Deposits to the two branch-office bank accounts are not
made on a daily basis. When deposits are made, the home
office may wait days and even weeks before being informed
about the deposit amounts.

Recommendation

Correct these delays immediately. Cash transfers may be
effected by depository transfer checks.

Finding 2

Branch-office managers are authorized to write checks on
the branch-office bank accounts to pay for some items.

Recommendation

Cash procedures can be improved if branch-office bank ac
counts are used as depository accounts only, with the home
office handling all disbursements. The branch offices can
maintain small imprest accounts to pay limited expenses.

Accounts Payable, Purchasing, Inventory, and Disbursements
Finding 1

The accounts payable department frequently pays vendor
statements.

Recommendation

Pay only vendor invoices. Statements are not requests for
payment.

Finding 2

Purchasing procedures are frequently ignored and purchase
orders are prepared after purchases have been made.

Recommendation

The purpose of a purchase order is to authorize a purchase.
Therefore, have purchase orders prepared before purchases
are made, as required by established policy.

Finding 3

Early payment discounts are sometimes lost because of in
sufficient cash balances; in other cases, vendors’ invoices
are paid before they are due to assure earning purchase
discounts.

Recommendation

Pay invoices in sufficient time to earn purchase discounts
but not earlier than necessary.

Finding 4

Many requests for vendor payment approval are not followed
up with copies of purchase orders and bills of lading.

Recommendation

Improve documentation, including sufficient receiving infor
mation, to support vendor payment approval.

Finding 5

Analyses of financial ratios indicate that inventory balances
are higher than industry norms.

Recommendation

Balances can be lowered and inventory turnover increased
by working with vendors to reduce delivery time, reducing
stocks of slow-moving items, and adopting a system of eco
nomic order quantities.

Borrowing and Investments
Finding 1

There is no attempt to forecast cash flow, and borrowing
always takes place at the last minute on an emergency basis.

Recommendation

Prepare forecasts and arrange borrowing in advance.

Finding 2

The company has no investment strategy for idle funds. How
ever, this has not yet posed a problem because funds have
not been available for investment.
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Recommendation

If you correct the problems noted to improve your cash sit
uation, establishing an investment strategy will become very
desirable.

General Remarks
Finding 1

Funds are maintained in a number of different bank accounts
at various locations.

Recommendation

Have one person who is responsible for cash management
consolidate accounts and establish a system for combining
account information. Consider converting the general bank
account to a sweep account, from which the bank sweeps
excess funds over a base amount into an investment account
on a daily basis.

Finding 2

Deposits at the home and branch offices are often delayed
until checks are recorded in the cash receipts journal.

Recommendation

Make deposits daily, recording checks from deposit slips.

Finding 3

Average daily checking account balances exceed $17,000,
which is much too high. Exact daily balances are not readily
available, indicating these funds are not used effectively for
payments to earn maximum purchase discounts or for max
imum investments.

Recommendation

Develop a cash management information system to provide
daily balances and the estimated amount of float.

Finding 4

The computerized aged accounts receivable system is not
adequate for the company’s current needs.

Recommendation

Consider purchasing software that can handle the com
pany’s volume of business.

Finding 5

Some of the employees who handle cash receipts also post
the accounts receivable and general ledger records.

Recommendation

Separate these duties.

A potential savings could be achieved if these recommendations are adopted
based on the selected financial information presented in schedule 1 and on the
assumptions presented in schedule 2. This report and the accompanying sched
ules are prepared for management’s use only.
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Schedule 1
Selected Financial Information
Johnson Products Co.
For Internal Use Only
Selected Balance Sheet Accounts
Cash
Receivables
Inventory
Fixed assets
Accounts payable
Revolving line of credit
Long-term liabilities
Equity accounts
Selected Operating Data
Revenues
Costs of revenues

$

$1,500,000
900,000
600,000
525,000

General and administrative costs

75,000
25,000

Income taxes
NET
Ratios*
Average collection period
Outstanding accounts receivable as a
percentage of total revenue
Average balance per customer
Inventory turnover
Current assets to current liabilities
Quick ratio
Current liabilities to tangible net worth
Return on equity
Inventory to current assets
Total debt to tangible net worth
Net profit on sales
Other Statistics
Number of customers
Interest rates on revolving line of credit
Payment terms

25,000
400,000
200,000
175,000
(75,000)
400,000
(25,000)
300,000

$

50,000

97 days

$

27%
1,500
4.5
1.3 to 1
5.7 to 1
1.6 to 1
16.7%
.32 to 1
1.7 to 1
3.33%

1,000
12%
N 30 EOM†

* The practitioner may wish to show a comparison with industry averages.
† Net thirty days end of month.
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Schedule 2*
Potential Savings Based on Information in Schedule 1
Johnson Products Co.
For Internal Use Only
Increase in
Available Funds
Billing, Credit, and Collection
Offering customers a purchase discount of
1 percent for payment within ten days of
invoice date is expected to reduce the
collection period to ninety days, assuming
one-third of the customers take advantage of
the discount terms.

$ 29,000†

Accelerating billing procedures would reduce
the collection period another nine days.

37,000

Improving credit and collection policies may
reduce the collection period another sixteen
days.

52,000

(To achieve conformity with the final report,
the practitioner completes recommendations
as above for the following categories:)
Branch-Office Bank Accounts

10,000

Accounts Payable, Purchasing, Inventory, and
Disbursements

21,000

Borrowing and Investments

75,000

General

16,000
TOTAL INCREASE IN FUNDS

$240,000

SAVINGS AT 12-PERCENT RATE ON LINE OF CREDIT

$ 28,800

* Data in this schedule is illustrative and not based on particular information presented
in the case study.
† Net of the 1-percent discount taken by the customer.
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Cash
transfers

Credit and
collection

Improved liquidity

Receiving

Purchasing

Benefits

Disbursements

Accounts
payable

Investing

Policies and
strategy

Increased profits

Records and
review

Maximize yield

Needs

Sources

Optimize terms

Borrowing

Exhibit B-4

This cash management chart is a graphic illustration of the interrelationship among the various elements of a cash management system, as described in this
practice aid. Review of the organization chart, policies, and procedures and the internal control system is covered in “ Information Gathering and Review,” and
cash projections are discussed in the cash investment section of "Engagement Approach.” The balances of the flowchart relate to goals and benefits, which
are emphasized in “ Scope of This Practice Aid.”

Cash receipts
and deposits

Disbursing
Minimize outflow

Annual + Iona-term + daily

Collections

Billing

Internal control system

Policies and procedures

Cash forecasting and budgeting

Maximize inflow

Organization chart

Cash Management Chart
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